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Telephonic Meeting of June 15, 1998 
The Independence Issues Committee (IIC, or the Committee) held a telephonic, 
public meeting on Monday, June 15, 1998. 
The meeting began at 10 AM and was attended by: 
Committee Members 
Edmund Coulson 
Kenneth E. Dakdduk 
Charles A. Horstmann 
Robert J. Kueppers 
Edward W. O'Connell 
Frank J. Pearlman 
Arthur Siegel, Executive Director of the Independence Standards Board (ISB, or 
the Board), served as Chairman. 
Others present by invitation were: 
Robert E. Burns - SEC Staff 
John M. Guinan (see below) 
Gary Illiano - (in part) - for Barry Barber 
Susan McGrath - ISB Staff 
Richard H. Towers - ISB Staff 
Minutes 
The minutes of the public and executive sessions of the IIC's last meeting, held 
on May 12, 1998, were approved unanimously. 
Staff Report 
Mr. Siegel began the meeting by summarizing the telephonic Agenda 
Subcommittee meeting held on May 27th. He stated that the Agenda Committee 
members discussed the issue of the valuation by the audit firm of in-process 
R&D; as part of an APB 16 purchase price allocation assignment. At the urging of 
the SEC Staff, however, IIC consideration of this issue was deferred a second 
time. Mr. Siegel reported that the SEC Staff stated again that they had been 
considering the issue for a long time, and that there were other matters, including 
legal issues, that had to be resolved before the Commission could adequately 
consider the independence aspects of the R&D; issue. 
Mr. Siegel urged IIC members to forward current independence questions for 
Committee consideration, to initiate this important aspect of IIC operations. 
Mr. Siegel introduced Mr. Guinan, who is replacing Mr. Claiborne on the 
Committee. Mr. Siegel stated that Mr. Guinan's formal confirmation by the 
AICPA's SEC Practice Section (SECPS) and the Board was expected in due 
course. 
Mr. Siegel then summarized the discussions that took place at the May 26th 
Board meeting for the Committee members: 
• Ms. McGrath had presented the Staff's proposed process for completing 
the conceptual framework project. The Board envisions exposure, for 
public comment, of a discussion memo examining all sides of some of 
the more contentious issues that are integral to the conceptual 
framework, along with preliminary Board consensuses on other issues. 
• After Mr. Ward's presentation to the Board on the independence issues 
surrounding family relationships between the auditor and client 
personnel, the Board concluded that it was expected that, after 
deliberation of the issues, an exposure draft reflecting the consensus of 
the Board would be issued for public comment. 
• After Mr. Barber's presentation to the Board on independence concerns 
when auditors join audit clients, the Board concluded that it was likely 
that a discussion memo examining all viewpoints on the issues would be 
exposed for public comment. 
• Mr. Siegel stated that broad-based project task forces (consisting of 
preparers, users, academics, members of the profession, etc.) would be 
appointed to assist on each of these projects, and that Board oversight 
task forces had been appointed for each. Research may be 
commissioned for some or all of these projects. 
• In addition, the Board had approved for release an invitation to comment 
on a proposed recommendation to SECPS that member firms annually 
confirm their independence to their public company clients. This 
document is now available in hardcopy and on the ISB website 
(www.cpaindependence.org). The public comment period ends on July 
23, 1998. 
Mr. Horstmann asked about the status of research projects previously approved 
by the Board, and how the IIC could aid in and encourage the research process. 
Mr. Siegel stated that research decisions had been delegated to the project task 
forces, and it was likely that the Board would forego generic research (unrelated 
to a specific project). Any research on "appearance" issues would likely be 
commissioned as part of the Board's conceptual framework project. In response 
to Mr. Horstmann's question on IIC involvement in research decisions, Mr. Siegel 
stated that he had recommended to the Board that the broad-based project task 
forces suggest research projects and review proposals, with the assistance of 
Katherine Schipper, a professor at the University of Chicago. The IIC is expected 
to have representation on these task forces. 
Mr. Siegel reminded Committee members that a request for available dates had 
been distributed so that next year's meetings could be scheduled. 
Task Force Reports 
Materiality 
Mr. Siegel called on Mr. Horstmann to present his task force's report on its 
activities. Mr. Horstmann reminded the Committee that, at the last meeting, he 
had presented a comprehensive report on the paper developed by his task force 
on materiality as it relates to independence rules. He acknowledged the good 
support received by the task force from the ISB Staff, and noted that preliminary 
input had been received from the SEC. Mr. Burns stated that the SEC Staff 
believed that the Board members and Commissioners will want to know why the 
task force did not use the common definition of materiality used by the Supreme 
Court, the SEC, the FASB in Concepts Statement No. 2, and others. Mr. Burns 
stated that the Staff had not necessarily concluded that the common definition 
was more appropriate, but thought the rationale for rejecting a definition that had 
widespread use should be provided to answer the inevitable question. 
In response to Mr. Horstmann's question on whether the SEC had any objections 
to the examples of materiality applications provided in the paper, Mr. Siegel 
stated that it would be premature to ask the SEC for its conclusions on the views 
expressed in the paper as the Board itself had not yet deliberated these issues, 
and had not approved the paper's direction. Mr. Burns stated the SEC Staff's 
comments should not be construed as approval or disapproval of any 
conclusions. 
After a brief discussion of some of the specifics of the paper, the Committee 
decided that Mr. Horstmann should present the paper to the Board at a future 
meeting (after an official Committee vote in support of the paper, expected to take 
place at the next meeting), as possible guidance on applying materiality 
considerations to certain independence issues. 
Outsourcing 
Mr. Siegel called on Mr. Dakdduk to report on the activities of his outsourcing 
working group. Mr. Dakdduk stated that the working group had drafted a 
document to assist the outsourcing task force in considering these issues. The 
document outlines common outsourcing engagements, the potential 
independence issues these pose, and possible mitigating controls that could be 
used to protect auditor independence. The paper presents several 
recommendations that the working group believes the task force should take to 
the Board. The paper will be presented to the task force in a meeting to be 
scheduled in the next week or two. 
Alternative Practice Structures 
Mr. Siegel requested that Mr. Pearlman provide the Committee with an overview 
of the AICPA Professional Ethics Executive Committee's (PEEC) April 15, 1998 
exposure draft on alternative practice structures. Mr. Pearlman described the 
basic structure of these alternative practices, and the proposed application of the 
independence rules to these situations. He added that he was not aware of any 
responses received on the exposure draft so far. Responses are scheduled to be 
discussed by PEEC at its August meeting. 
In reply to a question, Mr. Siegel stated that the Board had authorized the ISB 
staff to comment and express their own views on matters / proposals involving 
auditor independence issues. As such, the Staff may submit a written response to 
the proposal. 
Mr. Pearlman asked whether the IIC should have some input on this comment 
letter. Mr. Siegel responded that he did not believe this was appropriate, but 
noted that the IIC was free to submit its own letter. 
Mr. Horstmann asked Mr. Siegel to describe the procedure to be used in the 
event that the IIC and the ISB Staff disagree on an issue. Mr. Siegel noted that 
such procedure had been described at previous meetings. He stated that 
conflicting views between the ISB Staff and the IIC, or significant minority 
viewpoints within the IIC would be presented to the Board for consideration. 
Upon further discussion, Mr. Pearlman agreed to develop an issue summary on 
alternative practice structures for Committee members by the end of the month. A 
task force will be formed to assist in developing this issue summary, and to 
respond to the exposure draft on behalf of the IIC. 
Next Meeting 
The Committee's next meeting will be held on Tuesday, July 14, 1998 at 10 AM in 
the New York offices of the AICPA. 
* * * * * 
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